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KEY ECONOMIC INDICATORS 


All values in US$ million and represent period averages unless otherwise indicated. 


Current Exchange Rate: US$2.17 


1978-1979 
INCOME, PRODUCTION, EMPLOYMENT 1977 1978 1979 % CHANGE 


GNP at Current Prices 14,319.8 16,102.5 19,548.4 21.4 
GNP at Constant Prices 9,249.8 9,900.0 10,724.0 8.3 
Per Capita GNP, Current Prices 1,145.6 1,243.8 1,467.3 
Indices: 

Industrial Production 210.1 230.3 251 31 

(Base Year 1968=100) 

Labor Force (million) 
Average Unemployment Rate 
MONEY AND PRICES 
Money Supply 2,823.5 


Interest Rates (Commercial Prime Rate) 7.5 


Consumer Price Index for Peninsular 154.8 
Malaysia (Base Year 1967=100) 


BALANCE OF PAYMENTS AND TRADE 

Gold and Foreign Exchange Reserves 3,001.6 

External Public Debt 1,529.3 

Annual Debt Services 442.4 

Balance of Payments 1,392.6 2,022.6 
Balance of Trade 1,541.0 1,568.7 3,210.2 
Gross Exports (FOB) 6,891.9 7,877.4 11,,0713..0 
Exports to U.S. 125235 1,466.8 1,906.0 
Gross Imports (CIF) 6,308.8 7,860.8 
Imports from U.S. 877.0 1,196.3 
U.S. Share of Imports in % 13.9 1352 


SOURCE: Ministry of Finance, Economic Report, 1979/80 
Bank Negara Annual Report, 1979. 





SUMMARY 


Malaysia continued to show impressive economic growth in 1979. Latest data from the 
economic reports of the Ministry of Finance and the Department of Statistics show that 
real growth amounted to 8.3 percent in 1979. Economic indicators such as the level of 
unemployment and the reduction in the level of poverty in the country have continued 
to improve. Private non-oil investment, especially by domestic interests, has gained, 
and the Government has stepped up its spending to stimulate the economy. Foreign 
trade continued to improve from an already excellent position. Record prices for the 
nation's major commodity exports contributed to the favorable trade results. Malaysia's 
outlook for 1980 continues to be positive as its development efforts continue. 


Conditions and Trends in 1979 


Malaysia's economic performance in 1979 continued to be expansionary due to the 
easy-money policies of the central bank, increased spending by the Federal 
Government, and favorable prices of primary commodities, which comprise the most 
important share of Malaysia's production and exports. Commodities trade, coupled with 
an increase in the valuation of petroleum exports, led to a more than doubling of the 
balance-of-trade surplus. 


With this export-led growth, Malaysia has been able to reduce the unemployment rate to 
6.1 percent and to absorb a constantly increasing number of new entrants to the job 
market. Manufacturing production grew by 12.8 percent during the year to provide 
many of the new positions for the larger work population. The growth in manufacturing 
activity increased the share of manufactured goods in the nation's exports and also 
provided domestic products as substitutes for imported goods. The fastest growing 
areas of industrial development were the electronics assembly (dominated by expatriate 
firms), textile, and cement industries. 


Although current levels of investment by the private sector have improved significantly 
from previous periods, government planners are concerned that the development goals 
of the Third Malaysia Plan (1976-80) will not be met. For the final year of the Plan, 
therefore, the budget calls for an increase of 39 percent in overall spending by the 
Federal Government and 100 percent in spending for development projects alone. The 
primary reasons for this increase in consumption and capital formation by the public 
sector are to complete specific projects called for in the Third Malaysia Plan and to 
counteract any influences from what is generally predicted to be the world economic 
recession in 1980. 


While the budget allocates dramatically increased spending, some government officials 
anticipate that the available infrastructure necessary to complete the projects will be 
inadequate. The amount that will be spent during this budget year is, therefore, subject 
to conjecture. 


A revision of the export duty structure for Malaysia's primary commodities also was 
introduced with the 1980 budget. The duty revision has decreased the tax burden on 
rubber and increased the burden on palm oil. In effect, the Government hopes to dimish 
the disparity between the comparative profitabilities of palm oil and rubber to 
encourage greater planting of rubber trees for the industry's future growth. 
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The tin export duty also was decreased in an effort to stimulate the mining of tin by 
gravel pump operators with marginal profitability levels. Although all tin mines benefit 
from the decreased duty, larger concerns also become subject to an increase in the tin 
profits tax, which is levied on corporate incomes above specified minimum levels. 


Malaysia will participate in an international agreement for the price stabilization of 
rubber and is negotiating for renewal of the existing agreement on tin, which expires in 
1981. Both rubber and tin have been dominant factors in the economic well being of 
Malaysia, and these agreements have significant implications for the entire economy. 


Improved weather conditions in 1979 resulted in significant increases in the output of 
rubber, palm oil, and rice, Malaysia's three principal crops. This was a major factor in 
pushing the value of total output of the agricultural, forestry, and fisheries sector up by 
5.6 percent above the 1978 level. The rapid rise in consumer demand for high-quality 
livestock products has resulted in a major expansion in the livestock industry. This is 
reflected in the record 1979 import of corn and soybean meal. 


U.S. Investment in Malaysia 


Through 1979, U.S. firms have invested over $1 billion in Malaysia. By far the major 
portion is in the petroleum industry. There also are significant U.S. investments in the 
electronics industry and the banking sector. 


When the Industrial Coordination Act (ICA), which is seen by many as a tool to aid the 
economically disadvantaged Malays, was introduced, the general opinion was that 
private investment (primarily by Chinese-Malaysians) would decline. During the first 
years of the ICA, this prediction held true, but in recent years this investment has 
recovered and even exceeded planning targets. This performance indicates the strength 
of thé economy and the opportunity that exists. The Government is aware of the 
problem and is constantly monitoring the impact of its policies upon the private sector. 
Investors on the other hand apparently have accepted these policies, albeit with some 
complaint. 


While Malaysian Government guidelines generally require the formation of joint 
ventures, with the foreign investor limited to a minority equity interest, under certain 
circumstances a foreign company engaged entirely in manufacturing goods for export 
from Malaysia can receive approval for 100 percent foreign ownership. In all cases 
involving new foreign investment, the Malaysian Government is prepared to take a 
flexible position with the foreign investors within the overall boundaries of the New 
Economic Policy. 


The Association of South East Asian Nations (ASEAN) and the prospect of a common 
market of almost 250 million people have lured many U.S. manufacturers to the region 
in general and Malaysia in particular as a site to base their sales effort. While ASEAN 
may eventually prove to become a tariff community like the European Economic 
Community, this development cannot be reasonably anticipated within the 
near-to-medium-term future. A regional marketing concept must, therefore, deal with 
substantial tariff barriers to gain access to most other ASEAN member nations. 





Special Export Information 


Successful exporters to the Malaysian market find that if they cannot set up their own 
office in Malaysia, the best guarantee of success is a reputable and aggressive local 
agent. Ideally, the agent will know something about the product line before 
representing the firm and must be able to provide the all-important after-sales service. — 
American firms have sometimes been accused of treating the Malaysian customer as a 
one-time sales prospect. This criticism is occasionally justifiable. Thus firms that 
want to sell to Malaysia over the long term should locate a reputable local agent. The 
Embassy and the U.S. Department of Commerce are willing to assist any American firm 
in finding such an agent. 


Significant Trade Events in Near Future 


Reflecting attractive export marketing opportunities in Malaysia and the ASEAN region 
and growing U.S. exporter interest in the region, the U.S. Department of Commerce and 
American Embassies and Consulates in the region have planned a series of U.S. trade 
and seminar missions and trade exhibits to assist American businesses in their 
marketing efforts. Currently on the U.S. trade promotion schedule for Kuala Lumpur, 
Malaysia later this year are a Concrete Construction Seminar Mission in September, and 
a Woodworking, Plywood, and Veneer Equipment Trade Mission in early October. The 
event schedule for Malaysia for early 1981 includes a Consumer, Leisure, and 
Recreation Equipment Catalog Show (February); and an Engineering, Consulting, and 
Architectural Services Seminar Mission (June). All of the foregoing missions and 
exhibits will visit other countries in the region in addition to Malaysia, and they will 
thus provide U.S. firms with multimarket export opportunities. American companies 
interested in participating in these events should contact the U.S. Department of 
Commerce or the nearest Commerce District Office for further information. 


Outlook For 1980 


The Government's efforts to diversify commodity production and the export mix have 
enabled Malaysia to withstand the effects of a slump in any particular product in the 
international market. The addition of crude oil and, prospectively, gas has effectively 
isolated the nation from the disastrous consequences of the recent oil crisis on most 
developing countries. 


However, some commodities may experience a decline in demand in foreign markets. 
The International Tin Council has predicted a decline in the price of tin during 1980 
because of a small oversupply and sales from the U.S. strategie stockpile. Cocoa, the 
new boom crop of the plantation sector, has also suffered recently in the international 
market with the declining price and the collapse of the negotiations for a new price 
stabilization agreement. The advent in the next few years of Malaysia as a major cocoa 
supplier will only serve to worsen the situation. Palm oil's prospects are as always 
unpredictable. 


A decrease in receipts from these commodities is obviously not a desirable situation, 
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but the effect on the domestic economy should be limited, given the basic stability of 
the world markets for these products and a price stabilization agreement in tin designed 
to prevent price from going below a guaranteed floor price. Although any fall in 
commodity prices will cause strain in some sectors, development goals and other 
economic objectives should not be affected. When the industrialized markets do 
recover, the prices of these commodities should also turn around and ascend to new 
highs if the past is any guide. 


During the first half of 1980, weather conditions were near normal in most of the key 
agricultural areas of the country. Therefore, barring any unusual weather patterns 
during the rest of the year, the projected 3.5 percent increase in output of the 
agricultural, forestry and fisheries sector in 1980 should be attained. A shortage of 
irrigation water in the major rice producing area of the country has caused the 
off-season rice crop to be planted significantly later than normal. While the off-season 
crop reportedly is in good condition, its late harvest will delay the planting of the 
rain-fed main season crop. This could adversely affect yields, as part of the crop must 
mature during the dry season. Palm oil production is forecast at 2.4 million tons 
compared with 2,188,000 tons in 1979. 


In foreign trade, the Ministry of Finance forecast that a favorable balance on current 
account and continued surpluses in the capital account will put the balance of payments 
US$800 million in surplus. Foreign assessment of Malaysia's financial and economic 
future is sufficiently positive to enable it to borrow from the international market at 
1/2 percent above the London Interbank Rate (LIBOR). 


U.S - MALAYSIAN TRADE AND IMPLICATIONS FOR THE UNITED STATES 


The increasing pace of private sector investment and government expenditures as the 
Government tries to complete as many of the TMP (Third Malaysia Plan) projects as 
possible before the end of the plan period should offer many opportunities for both U.S. 
manufacturers and engineering/construction firms. 


According to Malaysian Government trade statistics, U.S. exports to Malaysia during 
1979 amounted to US$1,196.3 million, or 15 percent of Malaysia's total imports. This 
represents an increase in market share from the 13.9 percent figure for 1978 and keeps 
the United States solidly in second place behind Japan, which accounted for 23.3 
percent of the Malaysian market in 1979. With the increase in U.S. competitiveness due 
to the depreciation of the U.S. dollar, the U.S. share of the Malaysian market should 
continue to grow in both absolute and relative terms in 1980. 


Particular areas of interest for the U.S. firms in 1980 will be telecommunications, 
power generation, building and construction equipment, pollution control equipment, 
and timber processing equipment. In addition, the main contract to engineer, procure, 
and construct the Bintulu Liquefied Natural Gas Plant in Sarawak, the largest project in 
Malaysia's history, has been awarded to a joint venture of JGC Corporation of Japan 
and Pullman Kellogg Division of Pullman Incorporated of the United States. This 
project will provide a number of export opportunities for U.S. firms. Also to be noted is 
that Petronas (Malaysia's national oil corporation) has recently appointed Stone & 
Webster Engineering Corporation of New York as the project technical consultant to 
advise Petronas on technical matters related to the implementation of the ASEAN 
Second Urea Project as well as to assist Petronas in the supervision of construction. 
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work of the project. Other major projects to be undertaken include: 


The Refinery in Trengganu (25,000 - 30,000 barrels per day) 
The Fourth Malaysian Refinery (150,000 barrels per day) 
The Port Kelang Thermal Power Station 

The Penang Bridge Project 

New Port on Pulau Lumut, Selangor 

National Electricity Board's Paka Combined Cycle Project 
The Pahang Port, Expansion - Phase III 


More details about these projects and many others may be obtained in the following 
separate reports prepared by the Embassy on major projects: 


Major Downstream Projects in the Malaysian Petroleum Sector (A-78, 9/18/79) 


Electric Power Projects in Malaysia (A-33, 4/10/79) 

Electric Power Equipment Market in Malaysia (A-160, 12/29/77) 
Telecommunications Programs in the Third Malaysia Plan (A-16, 2/15/77) 
Telecommunications Projects in Malaysia (A-51, 6/22/78) — 

Port Projects in the Third Malaysia Plan (A-21, 2/17/77) 

Major Projects in Malaysia in 1979 (A-111, 12/26/77) 

Airport Projects in the Third Malaysia Plan (A-05, 1/3/77) 

Major Project: Penang Port Expansion (A-104, 8/16/77) 


Copies of these reports may be obtained from the Malaysian Desk in the Office of 
Country Marketing, International Trade Administration. 


*% U.S. GOVERNMENT PRINTING OFFICE : 1980—341-007/325 
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TRAVEL with Overseas Business Reports 
(OBRs)—60 a year—to get detailed information on 
overseas trade and investment conditions and 
opportunities. 


SEE the OBR Marketing In series for information 
about a selected foreign country’s 


trade patterns 

industry trends 

distribution channels 

transportation facilities 

trade regulations 

prospects for selected U.S. products 


SEE the OBR Market Profile series for an economic 
digest of countries in a particular marketing region. 
Take a look at the country’s 


e foreign trade 
foreign investment 
finances 
economy 
basic economic facilities 
natural resources 
population 


SEE the OBR World Trade Outlook series for a twice- 


a-year analysis of U.S. export prospects to a// major 
trading countries. 


VIEW other special reports such as: 


Appraisal of China’s Foreign Trade Policy 
Basic Data on the Economy of the Soviet Union 


e 

a 

e A Business Guide to European Common Market 

e A Guide to End Users and Research Organizations 
in Hungary 

e Quarterly statistics reports on U.S. foreign trade 
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